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Abstract 
Within the organizational framework, sustainability efforts are mainly traced in terms of performance indicators. 
However, turning this value into improved performance requires developing the necessary competitive means which 
base on properly designed value proposition of the corporation. Value creation through corporate operations is an 
integrated process and heavily depends on finding innovative solutions to differentiate operations from those of 
competitors. Accordingly, this study focuses on the relationship between innovation oriented value chain investments 
as a tool to sustain firm performance in the long run.  
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1. Introduction 
     During a UN Commission meeting in 1983, Norwegian Prime Minister Brundtland stated one of the 
most comprehensive definitions of sustainability as “meeting the needs of the present without 
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compromising the ability of future generations to meet their own needs” [1]. Since then, themes related to 
sustainability proliferated and combined with several different administrative concepts.  
     Within the organizational framework, sustainability efforts are mainly traced in terms of performance 
indicators. However, research in this regard should especially focus on pattern specific dynamics of 
sustainability related improvement in performance. In an organizational setting these efforts primarily aim 
to create value for all stakeholder groups of the corporation. Yet, to turn this value into improved 
performance requires developing the necessary competitive means to create and sustain superior 
performance [2]. To put it in other words, competitive advantage is created by developing the properly 
designed value proposition for the corporation. This process is a challenge for today’s globally competing 
firms. Value proposition should base on differences from competitors not only in terms of products and 
services but also in terms of specific processes contributing to the creation of these products and services. 
Specifically, value creation via these processes heavily depends on finding innovative solutions to 
differentiate them. Allocating resources in order to create an infrastructure supporting innovativeness in 
organizational processes which in turn creates value for company’s stakeholders is a true challenge for 
managers.  
Within this framework, this study focuses on the relationship between innovation oriented value 
investments as a tool that sustains firm performance in the long run. A generic conceptual debate is 
presented within this framework and related propositions are further stated to shed light on future research 
avenues.   
2. Literature Review And Conceptual Framework 
2.1. The Concept of Sustainability 
Sustainable development suggests an evolving process that restores the balance needed for long-term 
organizational and societal well-being [3]. Accordingly, as a principle, the concept of sustainability bases 
on the triple bottom line of economic, social and environmental performance [4]. In other words, to 
maintain sustainability, corporations should operate in ways that secure long term economic performance 
by avoiding short-term focused behavior that is socially detrimental or environmentally wasteful [5].  
     In a recent study, Russell et al. demonstrate that there are different perspectives related to corporate 
sustainability. These perspectives see the corporation as; (1) working towards long-term economic 
performance; (2) working towards positive outcomes for the natural environment; (3) supporting people 
and social outcomes or (4) the one with a holistic approach [6]. 
     Among these, holistic approach is the widely accepted notion regarding corporate sustainability. 
Within this framework, corporations should build on and exploit three types of capital; economic capital, 
consisting of financial capital, tangible capital and intangible capital; ecologic capital, consisting of 
subtypes of natural resources and services provided by the eco-system; and, social capital, referring to 
security, social cohesion or the cultural identity of human beings [7]. 
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2.2. Innovation and Sustainable Competitive Advantage 
Organizational innovation is the adoption of a new idea - that is related to a device, system, process, 
policy, programme, product or service – by an organization [8],[9]. According to Handy, innovation is a 
part of organizational change which requires integrated marketing, production, corporate planning, 
organization, and finance activities [10]. Literature suggests that organizational innovation is formed 
through the interaction of individual characteristics such as administrative positions and roles, structural 
characteristics such as size and complexity, and environmental inputs from the community and other 
organizations [11]. 
Innovation literature relates to the concept of competitive advantage and treats it as a dependent 
variable in many respects. This stems from the basic attributes of competitive advantage which is stated 
by Barney as being (1) valuable, (2) rare, (3) imperfectly imitable, and (4) not having strategically 
equivalent substitutes [12]. As can be figured out from this basic definition, a crucial component of 
sustainable competitive advantage is the creation of value. Barney also bases on this notion and proposes 
that “a firm is said to have a sustained competitive advantage when it is implementing a value creating 
strategy not simultaneously being implemented by any current or potential competitors and when these 
other firms are unable to duplicate the benefits of this strategy”. To put it in other words, sustainability is 
achieved when the created advantage resists erosion by competitor behavior [13]. 
Basing on an extensive literature review, Lengnick-Hall puts forth four special cases that link 
innovation as a determining factor in the creation of competitive advantage. According to the author, 
innovations that; (1) are hard to imitate, (2) accurately reflect market realities, (3) enable a firm to exploit 
the timing characteristics of the relevant industry, and, (4) rely on capabilities and technologies that are 
readily accessible to the firm, are more likely to lead to sustainable competitive advantage. However, 
sustaining this competitive advantage requires the creation of value for all stakeholders of the corporation 
[14]. In a supportive manner, Keijzers states that one of three fundamental phases and motivators for 
corporate sustainability is value creation which is accomplished by integrating all ecological and social 
issues into all business decisions [15]. 
Nonetheless, whether a competitive advantage is sustained does not mean that it will sustain forever 
[16]. In this regard, Adner and Zemsky put forth that competitive advantage can erode not only because 
imitation undermines the uniqueness of resources, but also because consumer valuation of firm 
differences declines due to the effects of decreasing marginal utility. Also, shifts in trends may cause the 
competitive advantage to erode unexpectedly [17]. Thus diverting investments in innovations that will 
continuously improve the value proposition of the firm turns out to be of crucial importance.  
2.3. Conceptual Framework and Related Propositions 
Slater and Narver emphasize the need to understand the consumer’s entire value chain in a holistic 
manner to create superior value for them. They further argue that this holistic view should entail a 
dynamic perspective which takes both present and future needs of the consumer [18]. However, when one 
speaks of corporate sustainability as a whole, he should take all stakeholders into consideration to 
maintain a strategic perspective. Dyllick and Hocketts also adopt this holistic view and define corporate 
sustainability as “meeting the needs of direct and indirect stakeholders without compromising the ability 
to meet the needs of future stakeholders”. To this end, they further argue that “firms have to maintain and 
grow their economic, social and environmental capital base while actively contributing to sustainability in 
the political domain”. [19]. In other words, a corporation should take the present and future needs of all 
its stakeholders into account while developing its unique value proposition.  
Following the same vein, Rodriguez et al., basing on Ghemawat, argue that the purpose of all business 
strategies is to reveal how a business can “persistently” create more knowledge [20],[21]. Persistency 
here directly implies the “sustainability” of competitive advantage which is directly related to the creation 
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of economic, environmental and social value. Also building on this perspective, sustainability oriented 
innovations are stated to integrate stakeholder demands into decision making and are transformational by 
nature. They aim renewal or improvement of products, services, technological or organizational processes 
delivering not only improved economical performance, but also an enhanced environmental and social 
performance [22]. 
As discussed previously, sustainable development bases on the goals of environmental stewardship, 
social responsibility and economic prosperity, for both the organization and its stakeholders. According to 
Placet, these goals are interrelated and supportive of each other [23]. Building on this notion, any strategy 
regarding to accomplish these goals should base on an integrative and value creating framework. Such a 
framework, which takes all value creating corporate activities into consideration in an integrative manner 
is illustrated by Porter’s value chain. Moving from this point on, this paper attempts to discuss the 
relationship between innovations and competitive advantage in terms of investments made in value chain 
activities as to provide sustainability is possible mainly through creating value for all stakeholder groups 
that affect and are being affected by the activities in this chain.    
     According to Porter, value activities can be divided into two broad types: primary activities and 
support activities [24]. Primary activities are the activities involved in the physical creation of the product 
and its sale and transfer to the buyer as well as after-sale assistance. On the other hand, support activities 
support the primary activities and each other by providing purchased inputs, technology, human 
resources, and various firm-wide functions. Porter describes primary activities in the chain as consisting 
of “upstream activities” and “downstream activities”. “Upstream activities” are those economic activities 
(inbound logistics activities, operations activities, some outbound logistic activities) which are performed 
in the early stages of the value adding process and which occur close to the firm’s suppliers but far away 
from the buyer; and “downstream activities” are those activities (some outbound logistic activities, 
marketing and sales activities, service activities) that occur closer to the buyer but far away from the 
firm’s supplier. Finally support activities consist of those activities related to firm infrastructure, human 
resource management, technology development, and procurement.  
     In a recent article by Porter and Kramer, it is argued that there are inside-out linkages between the 
corporation and the society. According to authors, one should identify these intersection points to be able 
to invest its resources effectively in way that creates a win-win situation for both parties [25]. Departing 
from this point, it can be argued that all types of capital a firm possess also create a liability for that firm. 
To sustain obtaining that capital from the same source, which is a direct or indirect stakeholder of that 
firm, the corporation should meet the requirements of its liability to that stakeholder. Managing such 
relationships effectively requires the proper identification of the previously mentioned intersection points 
and diverting the necessary investments to these points to be able to create value for those whom the 
corporation is liable to.   
          When thought within the context of value chain, investments made in ecological capital are mostly 
related to inbound logistics, operations and some outbound logistics activities as these are the activities 
that mostly use environmental resources. Along with these activities, especially procurement and 
technology development among the support activities also take direct role in obtaining and processing 
environmental resources. Investments made in these activities to create value lead the way to product and 
process innovations which in turn contribute to firm’s performance sustainability. Therefore; 
      
     Proposition 1: Ecological capital is exploited through investing in upstream activities, along with 
procurement and technology development activities. In this case, firm performance is sustained through 
creating value and competitive advantage via product and process innovations. 
 
     On the other hand, investments made in social capital should be considered by taking both internal and 
external capital sources into account. Social capital relates the corporation to both employees and the 
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society as a whole. Thus, along with it, it brings the liability to improve the quality of life and equity for 
employees and for the general society [26]. Moving from this point on, it is proposed that; 
 
     Proposition 2: Social capital is exploited through investing in support activities. In this case, firm 
performance is sustained through creating value and competitive advantage via behavioral and strategic 
innovations. 
 
     Finally, investments made in economical capital entails the whole value chain activities as the degree 
of exploiting economical capital is traced through firm’s profit margin which is a composite measure of 
the effectiveness of the total value chain. All these investments aiming to provide cost savings, share 
value increases, and other economical improvements through the exploitation of financial, tangible and 
intangible capital (like knowledge, brand, reputation, etc.) is widespread in its nature and requires 
innovation throughout the whole business model. Thus;   
 
     Proposition 3: Economic capital is exploited through investing in all value chain activities. In this 
case, firm performance is sustained through creating value and competitive advantage via business model 
innovation. 
3. Conclusion 
     In today’s dynamic environment firms operate in continuously evolving contexts. These contexts 
provide various opportunities and threats along with several types of resources they present. Today’s 
corporation faces the need to stretch its resources and capabilities to be able to fully exploit the 
opportunities the environment presents. Innovations act as the main tools to create the necessary leverage 
effect in stretching firm resources and creating value through them. However, for sustaining firm 
performance and competitive advantage, the business enterprise should use its limited resources to create 
value in three different but interdependent contexts: economic, ecologic, and societal. In other words, it 
has to transform its resources to make them valuable for ecologic, societal and economic concerns of its 
stakeholders. Only in this way will it be possible for the firm to sustain contributive impacts of these 
resources in the long term. In this way, the corporation will be able to invest its resources in order to 
create innovative solutions that will improve its value proposition on which the firm builds its competitive 
edge.  
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